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. School and Public Lands

]arrod Johnson, State Land Commissioner

December 1,2010

The Honorable M. Michael Rounds
Governor of South Dakota

500 East Capitol Avenue

Pierre SD 57501

Dear Governor Rounds:

Pursuant to SDCL §5-1-14, please accept this report covering the transactions, funds, and status of the
Office of School and Public Lands for the fiscal year ended June 30,2010.

A few highlights from the year include:

® More than 34,000 acres of grazing and agricultural property located in 26 counties were
leased at public auction. Many tracts were competitively bid, thus raising our surface revenue
for the next five years.

® Despite an increasingly unstable economic environment, we were able to return more than
$10.5 million to the state’s public schools, universities and endowed institutions.

® The economic environment led to a decrease in new oil and gas exploration on our lands,

however, royalty payments on the state’s producing wells remained steady to help generate
more than $2.6 million within our minerals division.

Please feel free to contact our office with any questions or requests for additional information.

Respectfully submitted,

Jarrod R.Johnson
Commissioner of School and Public Lands

State Capitol * 500 East Capitol * Pierre, South Dakota * 57501-5070
Phone: 605-773-3303 * Fax: 605-773-5520 * Www.sdpu}xliclancls.com
E-Mail: spl @state.sd.us
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Mission Statement & Purpose

To ensure efficient and superior management of school and endowment lands and
trust funds owned and administered by the State of South Dakota.

SDCL 5-1-7. “The commissioner of school and public lands shall have the direction,
management, and control of all lands heretofore granted or which may hereafter be
granted to this state by the United States, or otherwise acquired, and of all the plats
and records pertaining to the title thereto and the disposition thereof.”

Office History‘

When South Dakota became a state in 1889, the Federal Government granted the
state over 3.5 million acres of land. Township sections 16 and 36 were reserved for
school and public purposes; these are known as Common School Lands. If the
sections were already settled, the government provided replacement property
known as indemnity lands.

Additional property was also provided to be used however the state wished. The
South Dakota Constitution divided these lands among what would become the
state’s universities: the School for the Visually Handicapped, the School for the Deaf,
State Training School, and the Developmental Center in Redfield. To manage these
lands and the money generated, the Constitution established the Office of School &
Public Lands.

According to the Constitution, common school and indemnity lands were either to
be sold or leased and the proceeds deposited in a permanent trust fund for
education. The principal could be increased, but never diminished. Interest from the
fund was to be used for funding education.

Each year the office returns approximately $10 million to school districts and
endowed institutions. The money is generated from grazing, mineral, oil and gas
leases, interest from the Permanent Fund, and interest earned on land and sales
contracts.
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Surface Division

Grazing and agricultural (farming) leases are offered with five-year terms. At
the end of five years, the lessee can pursue one five-year extension of the lease.
In 2010, the Office of School & Public Lands managed and maintained 2,880
surface leases on 757,900 acres.

For expiring and cancelled leases, annual surface lease auctions are held in
March and early April of each year. These public auctions are held on a
county-by-county basis at each county courthouse. The starting bid for each
lease is set annually by the commissioner, and based on a formula established
forth in state law.

Surface lessees are responsible for paying the annual property taxes due for the
property that he or she leases. Lessees have the ability to construct and own
improvements on the property and share the cost of controlling noxious weeds
and pests with the Office of School and Public Lands.




AURORA
BEADLE
BENNETT
BROWN
BRULE
BUTTE
CAMPBELL
CLARK
CORSON
CUSTER
DAY
DEWEY
EDMUNDS
FALL RIVER
FAULK
GREGORY
HAAKON
HAND
HARDING
HUGHES
HYDE
JACKSON
JERAULD
JONES
LINCOLN
LYMAN
MARSHALL
MCPHERSON
MEADE
MELLETTE
MINNEHAHA
PERKINS
PENNINGTON
POTTER
SPINK
STANLEY
SULLY
TRIPP
UNION
WALWORTH
ZIEBACH

TOTAL ACRES:

Leased Surface Acres By County'

1,163.010
5.200
12,562.120
3,973.550
19.150
72,564.177
8,549.678
421.210
22,842,910
9,178.261
595.330
6,052.680
13,212.570
19,098.200
12,365.156
40.000
12,602.283
8,475.320
253,169.907
397.220
22,182.590
4,187.73
440.000
4,080.000
320.00
8,649.610
3,250.242
21,761.840
44,190.820
11,513.190
526.300
72,029.430
27,451.410
22,025.440
2,448.660
8,274.124
14,476.666
5,315.300
297.10
13,411.233

13.800.138

757,928.755




Surface Revenue By Land Class

COMMON SCHOOL $3,483,134.69
SOUTH DAKOTA STATE UNIVERSITY $310,504.65
UNIVERSITY OF SOUTH DAKOTA $98,738.99
PUBLIC BUILDINGS $44,944.97
SDSU EXPERIMENTAL STATION $23,123.65
DOC JUVENILE PROGRAMS $25,395.77
SCHOOL FOR THE DEAF $33,516.40
SCHOOL FOR THE VISUALLY IMPAIRED $44,033.84
REDFIELD HOSPITAL AND SCHOOL $86,737.65
SCHOOL OF MINES | $47,910.98
DAKOTA STATE UNIVERSITY $164,379.73
SPRINGFIELD $74,242.15
NORTHERN STATE UNIVERSITY $89,999.24
REDFIELD SDDC ACCT $1,767.10
CORRECTIONS/PLANKINTON $8,780.00
DOC (WEST FARM BUDGET) $75.881.30

TOTAL $4,613,091.11




Weed & Pest Control

As with any owners of grazing and farm land, the proper management and
control of noxious weeds and pests is an important issue for the Office of
School & Public Lands. Each year, School & Public Lands is allocated a
percentage of pesticide registration fees collected by the South Dakota
Department of Agriculture. These funds, known as the School & Public Lands
Weed and Pest Fund, are used to pay for travel, contractual labor and supplies
associated with the control of weeds and pests on state trust lands.

Generally, the surface lessee of a tract of School & Public Land is responsible for
paying for the application of an appropriate herbicide or pesticide, while the
cost of the chemical is paid from the School & Public Lands Weed and Pest
Fund. School and Public Lands has also partnered with various regional and
county weed boards to assist with the comprehensive management of
widespread noxious weeds.

From July of 2009 through June of 2010, School & Public Lands spent a total of
$192,392.00 on efforts to control and manage noxious weeds and pests,
including Canada Thistle, Leafy Spurge, Salt Cedar and prairie dogs.

Canada Thistle

Leafy Spurge




Mineral Division

The Office of School & Public Lands holds mineral lease
auctions in the spring, summer and fall of each year.
Individuals and companies submit nominations for tracts of
mineral holdings that they are interested in leasing. The
nominated tracts are then offered at public auction. Auction
dates and nomination deadlines are posted on the website at
www.sdpubliclands.com.

Mineral leases are issued for a maximum of fifteen years; oil
and gas leases are issued for five year terms. All leases can be
held indefinitely as long as there is production on the lease.




Mineral Revenue

FY 10 MINERAL REVENUE

Mineral, Oil & Gas Lease Rentals
Oil & Gas Royalty

Mineral, Oil & Gas Bonus

Oil & Gas Miscellaneous

Interest

TOTAL

$ 189,606.24
$2,160,673.46
$ 266,108.00
$  2,730.00

$ 7,636.75

$2,626,754.45
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Leased Mineral Acres

LEASED MINERAL ACRES BY COUNTY

County Acres
Butte 28,253.24
Custer 640.00
Fall River 6,756.35
Harding 177,206.49
Jerauld 320.00
Meade 6,680.00

TOTAL ACRES  219,856.08




Schcl)ol & Public Lands Income Flow Chart]

Capital gains through
investments (net of
adjustments for
inflation target)

Permanent Trust

Principal Payments >
Fund
Interest and
Land Contracts L PInterestt:S Dividends
aymen
; |
] ] 50%
Oil, Gas & Mineral »|  Income Account Distribution to school districts
Revenues 50% > on a per pupil basis and
endowed institutions on a
fixed percentage set in statute
Surface Rental and
Miscellaneous Income
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Education: Permanent Trust Fund"

At statehood, the Permanent Trust Fund was established with the intent of
providing a continuous source of revenue for public schools, universities and
endowed institutions. Proceeds from the sale of land are to be deposited in
the fund, which can be added to but never diminished. The interest revenue
generated by the fund is apportioned to school districts, universities and
endowed institutions. Prior to the year 2001, the growth of the fund was
based on land sales, mineral revenue and capital gains. In the 2000 general
election, the voters changed the Constitution and chose to allow the
Commissioner of School & Public Lands to increase investment opportunities
for the permanent school fund and retain the inflation percentage in the fund
also known as the Consumer Price Index Adjustment or CPI.

Due to the global recession, the inflation rate for FY10 was 1.1517%. As of
June 30, 2009, the Permanent Fund was valued at $164,549,949.95. The
inflation rate applied to the principal balance results in an inflation
adjustment of $1,895,179.85. This was offset by the FY09 CPI adjustment carry
forward of -$2,094,852.31

The remaining FY09 negative carry forward of $199,672.46 will be used to
offset the FY11 CPI adjustment. There was no principal balance adjustment
for February 2011.

FY 10 TRUST INCOME & INTEREST FUNDS INVESTED

Interest and Income Fund $1,134,401.03
Common School $5,880,562.59
University and Endowed Institutions $ 282,980.10
Escheats $ 368,113.29
TOTAL $7,666,057.01
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Permanent Funds Investedi

Common School

Normal (BHSU & DSU) Schools

SDSU Experimental Station

Northern State University

Redfield Developmental Center

SD School for the Visually Handicapped
SD School for the Deaf

SD School of Mines and Technology
South Dakota State University
Department of Corrections - Juvenile Programs
University of South Dakota

Human Services Center

Public Buildings

SD & SVH Administrative Fund
Escheats

TOTAL

$136,196,020.85
$4,723,5639.27
$1,387,405.79
$2,592,628.46
$1,361,934.00
$1,335,526.96
$1,560,731.90
$1,962,979.61
$7,181,168.88
$1,516,657.33
$3,602,526.23
$420,174.92
$271,743.82
$1,541,978.76
$330.740.46
$165,985,757.24
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